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BROCKS 10 




I. VURPCSB AS® SOMMABY 

fha purpose of this r«port is to set oat the results of aa actuarial 
an* valuation of the proposed agency rstimwmt system. The actuarial valua- 
tion brought out certain iodises which ®ay be useful is coa^arlns the relative cost- 
of tbs proposed agency retireaeat system- with that of the federal Civil Service 
Betigenent System# A m&w&sy of the*# indices is es follows? 

Belstive $ of, / n/ 

11 


A* Civil Service Retirement System 
for ell covered easployees 
(average attained age M) 

B. Civil Service Retiremeut System 
ter Project 10 Agency eaployees 
(average attained age 35) 


19*5$ y 




K>0$ 


for Identified Group sod Civil 
Service for the balance 


18.6$ 


y wsyrm 1 Oast (eeployee sad esployer portion) plus interest «§ 3f- 
an the deficiency for the spa-retired eoployees. T he me thod- 
«ift gy is explained in sore detail later on in the report. 

y Belated to Civil Service Betireneat System at 100$. 

V mis is 13.9$ after taking into account the assets on hand, 
par the Thirty- Sev e nth Annual Report of the Board of Actuaries 
of the Civil Service Retirement System for the Hseel fear 
ended dune 30, 1957* 


She shove indicated ooet indices ere baaed on the festers used in valuing 
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SB the basis of this analysis certain valuation motors lias's developed t© 


Psp©4iwt 10 Agency as eo®spare$ with that used in valuing the Civil Service Rettrvswnt 
System. 

a as t fewr wgoct of thi s study Is to mm seat ©a tbs proposed agency retire* 
wm% system, wad these emsma&s ass set out in the nest section hereof. 


aticm in eonaeetion with the dstereiaatiott of the cost Indices 


ret i rawest benefit# veto made available. It w anted that the proposed sg« 
retir emen t aysteia is similar in sway respects to the proposed 195^ of 


speeifiostieow of the proposed Agency getiwwsent Systssa. fhw primary objective of 
proposing legislation vos stated in the 26 Whruary 1937 raeraoraadua as being "to 
istgxm the service by providing reti rem e nt at «a age earlier than that provided h, 
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with m little as wm year averse m out of each four years of total service. 
To HacapUA the first of these objectives, la staae Measure the 
neonA objective, the ffeliewiag r e pr ese nt the salient feature* of the proceed 
Agency Eettreeeat %st m ee ©utliasd in the 1% «3toly 195® seworaiuSi®. Oar eoEeentg 


follow «eeh of 


features. 


A* Coverage restricted to career ea^loyeee sod to certain ceatraet 


mcMbhc*! 


/•a Appropriate tsethod for restricting the coverage 


to career employee* m& certaia contract employee® Me beta 
established. Me Method takes late account age, length of 


qusatly, the fbrsul* repreeentiag the appropriate coabiaatloa 
of age sad nervine refutwwente, enures automatic falfUlnent 

w iiew— ei iri iiaei 

mm r 

£» Aa employee vb© Me attained age SO after 20 or acre years of service 
of which at least 10 have ben oversea® with at least five of then 
with the Agency, ay retire, with the perseissioa of the director, oa 
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m&m r th* grapeum! Agency mbimmafe 


eould 


i*ceaj>t eloewhere la. ths geversmxl with iwpoafioa of only 

•«!* portlo® of feis pogt$loa, wfeiob with the bafion** of M* 

IMMitict Mia M..« talas’y «xce*3 M# ahtsagr with the i<0my at 



of service, for oaasplo, would got the 25 $ list ting pension by 


between bos#f it* wall able to m es^leyee who had 
attained eg* 55 with .25 years of service, m etmpnrcA with the 
«*pl«yee a®* 55 with fit years of service, or * enployee ego 
with 2§ years of service at the tint of involimtasy retireneat 
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& both of these letter tee ceeas the £?£ limit would sees to 
*&**»»* it would not apply io tte age ^ «ad 2$~year 
eaebt nation. 

I* Divoluatary retirement after § years of service but wh*s under age 
for *. iusp-aua settlement egual to os© year's pay* or employee ccniri* 
tetieas with interest if greater. 

IjgggSl* && * *»w iastaoces the value of tte deferred vested 
bmaofit now available ua&er the Civil Service System might be 
greater than oae year'® poy. However* the proposed benefit 
would probably be much more costly generally. 

F* Cossmisory retireaeat at age 60 (year-to-year extension to ®g® ?o 
by Director possible). 

22S2S3&* eemperms with age 65 sad year-to-year ex t e nd i oa 

for 5- peer# for career aebcumasdors or ministers, or age 6> 
with year-to-year extension for 5 years for otter foreign 
eerviee officers aster the proposed foreign Service Act. 

ApgeaSix A at tte end of the report tes been prepared to give a detailed 
side-by-side «®®*ari#ea of tte Federal Civil Service System* tte foreign Service 
System* iaad tte proposed Agency System. 

m. npLovB data 

Tte employee data were made available la the form of tm r distributions 
by sex* age sad service end for each *eeil* (i.e.> gaiagueteiel age end service 


tetermiaei first on tte basis of those who might become guallfied for tte 2 $ formula 
iw^fita at age 50* within each of these two mjor groups the data sere split by sex* 
«a& than for each of tte four resulting groups tte data were distributed by guia- 
gtecuatei age groups ®ad service* 
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25X9 


rn*m distribution® are included in Appendix B et the end of tola report. 


Vm* 6 on 9*30-53 «ata). Sine® thm vwmm «8* « f tfce Agency gxmn? 
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that 
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ceafsom to a eesfe force of 


ia t© be ea ft 


Vtfaa * g 


aibfe the data available for the active gWP of eep2eye©». P*ea the torsi* 
aetfoo ft anelyzed ia order to deteaedae opproxlr^to i&tbdi'ewei rates to uee for 
vateat tea I'-’irpoftftft. The vltMrseeX rate® fto derived were eewpoted to reflect tbe 
probable flaea eisl esspeirteoee of ft peasiea plea, till* feels® does ia mu!k a wry tbet 
a pereoa lUsrMaating after five pear# of eerviee, for exer^le, would be weistste# 
five tines itgfct of a peraoa teygfaatlag eftei* only oa* fear of service* Pw resalt'- 
t ug rates of tunMme used for tte "a^eeleaet" valostiaa «• «* follows; 


AaBUftl Witt 


Table £ 

ftl MS Jj ffilgBBB 

lienee Mortality) 


ft is difficult to aafra m *mat co«&&ri$0!i ©f t&eee rates with those 
tt»ed for the val u&tioa of the Civil Service Fetireaeut %»tes m & wi»le fcecaise of 
a techai cel differe&ee ia tmtr coasU-acUoa. Hie technical differeatft ia e©a» 
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rates, m 


with the select m& ultimate (ultlaete after % or sore years) 


SBPXOMfe used lo the Civil Service rates, aowrwer, at the higher ages When the 
effect of turnover la relatively zcinor sad pension coats fcecone sore isgertea&j, 
there afpeer* to he so very significant difference la the respective seta of rates. 
Co the otter bead, eli&ough the turnover experience vm not analysed for each of 
the first three years of eaadoymeat, which would need to he done la order to rake 
a direct- oo^arisoa with the Civil Service rates, there are indications that the 



b. a 


Mace the benefits are to he based oa the final five-year average earnings, 
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«U«bi in mmmm earnings fey e®» «*e^# «*» higher tnsi* see avu serves* 

Salary Scwl#, it wey fee that the level «f cost* as us Jaw* Mflnrtast It 

would fee higher than when determined fey the Civil Service factor*. Tor mmmlm, ia 
tbs ease of a s»!a employee hired under ago 30 *t a #>#000 assual s*ie*y* v@ would 
aeeuae that h* would fee eeraiag $12,000 when fee reaped the ege 6© - 6t group for 
the Agsecy (i.e*, IMG© tines 2.5©), w coRgwred with $%!&> *&** the aver®#* 
Civil Serrtee esaflsyee {!.*., |t # 000 tines 1*2$)* Since the level of estlasted 


«tw& it would fee for tli* overage Civil Service *Bf>loy*e, prospective pension 
benefits wouM fee wrrespei^nisly higher. This, ia our opinion, is the aost signifi- 


with 22. 6 £ for the proposed Agency Ketixeamxt System. 

We uaderstesd that the Civil Service eenpensatloa level* here increased 
fey sme ifjt since 1953 , and the ®*eetien has feeea raised ceneerniag whet effect 
this night have' on the Civil Service salary Seel* factors and the resulting cents 
when eepresetd e» a percents# of payroll. 


these represent reties of the average eeraiage for these 
to the arrents* earnings of the other ege groups* to put : 


at a par-ticker ties, end this relationship would not fee eteeaged fey a 15# 
the-be&ri la crease ia earnings « far exaaple, consider again the 01,000 Civil 
Service eaployee who would progress to 0§,l6o fey the Civil service Salary Scale 


S*d to 05 , 93 k fey the X 5 f change. C o n se q uent ly, increases in pey levels 
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provide the increased dollars of benefits wild fee exactly met fey the additional 
dollar# in contributions involved 1>y flying the sqne aonssal co#t percentage to a 
higher payroll. On the other head, an across* the-fe©«rd increase la pay, which 1# 
not a pert of the salary scale, would lead to higher past service cost# to the 
extent that past service benefits would then fee feasted, on a potentially higher 
earning! level than provided for fey the salary scale. Of course, the- annual past 


Involved here, and it it this. We understand that the across- the -hoard, Increases, 
whereas generally applicable in stoat instances, have not been applicable in a 
auafeer of instances to the higher paid (end older) employees. If this ©erne that 
the ratios of the final average earnings before retirement to current earnings, as 
a result of these pay increases, may fee lower than those which held, prior to the 
pay increases, then the normal cost would fee- lover when expressed as a percentage 
of payroll, la balance then, it does net appear to us that a 15$ increase in the 
Civil Service earnings levels would involve natch difference in the percenters of 
payroll cost indices as set out herein, nod these ooet Indices are therefore 
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XV, ACTUARIAL METHODS 

At already indicated, ve have adopted as & cost criterion the animal cost 
plue interest at 3^ ©a the deficiency. The assets recognised at being on hand to 
tm& the Civil Service leiirewot System appear to be sufficient to take care of 


buttons before reti reseat for employees terminating. As already indicated, the 
June 30* 1#5? valuation resalts for the Civil Service Retirement Syete® Indicated 
m lS.f# of payroll cost cat compared with our figure of 1$*% which does not tafc# 




itiiTi-i ™ *#• T5i 


in costo attributable to asset# could be ignored for the purpoee of the cost tadleea 
derived and set out herein* 

The normal cost represents the level annual percentage of earnings that 
would be repaired to fund, oa the average, the given level of benefits for a person 
who eater# the system sad progresses through to retirement* Of course, the normal 
cost also includes son* provision for those people who do not live through to 
retirement but terminate or die along the way with reduced benefits feecea&ag avails- 



beea funded on this basis, so that such fund together with interest thereon at the 
assumed rate pins the future normal coet payments will be sufficient to pay benefits 
as they fall due*. la other words, the deficiency is tantamount to “Use accrued 
liability m of the data of valuation. 

Because of the deferred nature of most pension benefits and because of 
tihe power of the government to levy tames, the government view point seems to be 
that the full deficiency of a pension plan, administered under its aegis, need not 
be matched by assets, particularly when these assets held by the government would 
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be ia the fora of gov«itmmt tends. la feet this thought was expressed recently 

by the President when be vetoed the bill (douse Docuaeat Ho. 35th Ceogreaa) 

which included e deficiency appropriation for the Civil Service System. follow* 

lag statement 1# taken txm hi# message to Congress: 

% * . the Betirenent Act premises to sake certain payments 
wader specified conditions and, regardless of the else of the 
balance la the retirsnent fund et any particular tine, these 
benefits will be paid because the prowls# to do eo ie bached 
by the GovemsMmt. To aeeuoe otherwise ie to call late Question 
the full faith and credit of the United State# Oovernoent." 

the factors end aweary work sheets wade available by Hr. Brown and 
Hr. Baser of the Civil Service Cosamisaioa were used in connection with certain 
studies node by the® in the course of the past several years* We understand that 
the basic data weed for these studies was taken frost certain sample studies. Ala©, 
it ie understood that new data are being prepared on the basis of a census of 
government agencies, taken ia 1958, and certain revisions will be wade ia the valua- 
tion factors which will then be used in ashing s acre up-to-date valuation of the 
Civil Service System. The results of the valuation based on the work, sheets sad 
faster# as da available for our perusal haw not been published. lowever, we 
reviewed, the derivation of factors and work sheets, and then we tested the appli- 
cation of the various factors involved from the standpoint of reasonableness and 
technics!, accuracy* Seat, we compared the percentage of payroll cost results with 
certain siaasaries that had been made in connection with the valuations. Da order 
to avoid saws of the intricacies introduced by the plication of the factors- to 
the agency data, we experimented with approximations until we had developed factors 
which produced results within ^ of the results as suBwariaed on the basis of the 
application of the asueh wore couple* Civil Service factors to the Civil Service 
data, fheee approximate factors, which produced results within 2$ of the result# 
by the mm couple* Civil Service factors, were then used tor the various ccoputa- 
time which we have designated as being on the basis of the Civil Service factors. 
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A bretfedom of the normal coat percentages of payroll coat sad m indi- 
cation of the peat service cost is sat out- in nor* detail ia Table %* Although 
each ©f She ssw^oueat parts of the break ~dom are of lass significance than the 
total, ensnared with the Civil Service results, m have set than dam since 



projected to i$$$ on the heels of certain published factor# to. take into account 
sqm ©ensure of anticipated, future issproveaaot in mortality (f.S.A* If)* 

C* Msebillty - A aoderate rate of disability, oa the assumption of a 
fairly strict edwiaietratim of these benefits, van used, Appropriate disability 
annuity functions mm also adopted. Since the turnover assooption me deaaed to 
exclude ilisaMlitiet she would he eligible for beaeflte, only a t^porery dissfeility 



aoraaai pension would he adefimt® to provide for the continuation of disability 
benefits after the norml .retirement date* 
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manet 10 


lUuetJrmtlv Cost* — j of Parrcli 

(Jtgura# in payntheses on beete of actuarial assumption* related more to 1956-59 turnover «f 

BKWP end 1958 differentials la pay by ego groups) 



Totem Civil Service 
Detireemtt Srsteei 


fc 

Fropeeed Agency 
Betiroeant System 
ter identified 
Cheep and Civil 
Serriee tea the 
Beat */ 


AU 

inject io 


fetal M 


Bwml era — «mb 
ti mwent 

— 

few 

Oroup 

1 . bonsai Cost tor 

Ago Benefit 

8 . 9 k* 

a.a8* 

( 12 . 13 ) 

13 . 13 . 

(n. 15 ) 

U.tfc* 

(17.29) 

12.22* 

(16.53) 

9.83* 

( 15 . 02 ) 

S. bomal Cost ter 

Masbility 

1 .® 

i.*»9 

d.ki) 

.93 

(.9«) 

1.25 

( 1 . 16 ) 

1.1$ 

(1.U) 

1.31 

(1.87) 

3 . Unreal Cost for 

Survivorship 

2.06 

1.98 

(e.73) 

1.20 

(1.86) 

1.52 

(2.10) 

l.k* 

(2.02) 

1.73 

(2.k5) 

k. Horaal cost ter , 

Heath and TexnlnaUoa^' 

.16 

.85 

(.85) 

1.60 

(i.ao) 

1.11 

(1.13) 

1.27 

(1.3k) 

.69 

(.75) 

3. Peat Service Cost 

6.95 

k.ki 

(k.kl) 

6.51 

( 6 . 51 ) 

6 . 5 k 

( 6 . 5 k) 

6.53 

(6.53) 

5.06 

(5.08) 

6. Total Coat 

19 . 50 $ 

l6.ki* 

(80.93) 

23 . 36 * 

(32.26) 

22.22* 

(26.2k) 

22.59*2/ 

(29»53) 

,16.63* 

(8k.$7) 

7. Average Attained Age 

k 3 

35 

32 

37 

35 



»»!« lartlhfeittg 1* ayg&UnM* by awHber per Table 1 


y teigbted 38< identified end 6t$ Sw>U«iUiM (or tbe rest). 

yd e leo bolds in tern* of covered payroll. 

8f **”»* *— *•*«** «f mpJjepm contribution* ter termination* with Iom titan fir* yeare of service under Civil 

*** *?"» enter ^need Agency Hetiieaaat System an employee with 5 or aere yeere of eervlee 
m terateatee tefttr* tbe attalonant of age kg gets a miniate of one year's salary at bie then current rate. 

3r slaply $£ of tbe actuarial deficiency ter ten nun-retired (troop of eqOnyeas. fo tbe extent that there 

g&q fmdm on Irani* tbift Is® %gr # of ttMta fuaiij feat ©s. 't&e ©satmatio© that- *w*®hiy fuad* 

«teW be allowable to tbe Project 10 Agency group ml ere relatively nU anyvay, this MrieetteMNdteei 
*t»r tbe pypeee of eotgariag tbe resultMt laved, ef ooate. 

TM* ie 18.9* efter taking into account tbe eeaets on band, per tbe Shirty-Seventh Anneal Report of tbe Board of 
Aotaariee of the Civil Samoa betlreMot 8y*te» ter tbe Flacll teer^SteteeT^,^?. 

Ontee Myaptioo that tbe iteUHM group would be increased by 10*. eueh test 35* of tbe total group wmifi be 
^ntlteed, teleb appear* to be maxiem possible error involved beesuee ef the way in vhich tbe data ware note 
available, tfeie would b* increased to or an increase of about one-tenth of 1*. 
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QeneraUar the fassale w #*s«us»«2 to be five years 


younger them 4Sse Kale, eas! ell sale# were to be mavMl, this assncptloo 
being &wse€ to be »£Ut$xste tc provide for the cost of orphan's benefits as well 
any Its^-sus termination benefits after five or isore years of service. 

1. letlreeent - Soyas! Pet 1 resent vas assaatd to be eg® 55 for the 
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